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INDONESIAN KEY ECONOMIC INDICATORS 


1974 1975 


Population (millions) 128 131 
Cost of Living Index2/(1966=100) 1,370 1,640 
Money Supply (million $) 2,259 3,012 


Foreign Investment Approvals 1,050 1,026 
(million $) (CY) 


Government Budget Balance®/ (billions Rp.) 
Routine Expenditures 2,448 
Development Expenditures 2,318 


Total Receipts/includes Central 4,784 
Bank borrowing 


Overall Surplus/Budget in 18 
deficit without C.B.borrowing 


Balance of Payments and Trade 
Gold & Foreign Exch. Reserves 1,472 490 1,4689/ 
External Public Debt 6,472 9,414 10,2782/ 
Annual Debt Services/ -- 144 329 
Balance of Payments¢/ -9 -364 470 
Current Account= -138 -991 -1,795 
Exports¢/ 4,671 5,006 5,877 
011 (net)£! 2,638 3,133 3,806 
Non-0il (F.0.B.)£/ 2,033 1,873 2,071 
U.S. Share % of Gross) 21 26.3 N/A 
Imports (C&F)< 4,341 5,222 6,472 
U.S. Share (%) 17 15 -11.8 N/A 


Main exports from U.S. CY '75 in millions of dollars; nonelectric 
machinery, 241; electric machinery, 77; commercial aircraft and parts, 
45; cotton, 54, wheat, 50; manufactured fertilizers, 87; road motor 
vehicles, 28; other manufactures, 194. 


Sen: ea RmaReNRa. 
2/62-item index for Jakarta as of December 
b/yp to September 1976 


¢/tndonesian fiscal year: April (numbered year) - March (following year) 
figures for FY 76/77 are based on official estimates 
a/As of third week of November 1976 


e/as of June 30, 1976 exclusive of government enterprises 
£/For GOI Direct Debt 





SUMMARY AND OUTLOOK 


During 1976, Indonesia made significant progress on the road to 
recovery from last year's financial crisis in Pertamina, the 
state oil company. International reserves, nearly depleted 

as an immediate consequence of that crisis, now stand at near 
record levels on the strength of a good export performance and 
a return to an overall balance of payments surplus. Finances 
were placed under tighter controls as the government restruc- 
tured the unanticipated Pertamina-contracted debt burden and 
at the same time tried to reduce inflationary pressures. Fairly 
tight monetary and fiscal policies are expected to continue 
into 1977. 


The outlook for 1977 appears generally favorable. Demand for 
Indonesia's principal exports is holding firm but much will 
depend on continued strength in the economies of Indonesia's 
principal trading partners, notably Japan and the U.S. The 
private business sector, pinched by a tight credit policy, 
looks toward recovery in the second half of 1977. Beyond 

1977, the government's ability to service its large debt and 
still maintain momentum in its development program depends 
largely on whether Indonesia can maintain current oil pro- 
duction levels; to do so will require resumption soon of 
exploration activities suspended following the renegotiation of 
oil contracts in 1976. For the U.S. businessman, Indonesia 
presents a mixed picture. U.S. exports which will exceed 

$1 billion in 1976, should continue to grow but at a slower 
rate. New U.S. investment has declined in recent’ years because 
of recession at home a~d uncertainties in Indonesia. Some 

of the uncertainties in the Indonesian investment scene should 
start to be resolved following the May 1977 elections. 





CURRENT ECONOMIC SITUATION AND TRENDS 


RECOVERY FOLLOWING THE PERTAMINA CRISIS: For the Republic of 
Indonesia, 1976 has been primarily a year of recovery from the 
serious financial consequences flowing from the near collapse 
of Pertamina, the giant state-owned oil monopoly, in 1975. 
Early last year, creditors refused to roll-over huge short-term 
loans Pertamina had contracted to finance an array of capital 
projects undertaken after the quadrupling of oil prices. Although 
Pertamina's debts were not guaranteed by the Government of 
Indonesia, the GOI decided to assume responsibility for those 
debts in order to avoid a Pertamina default. For more than a 
year now, the government has worked diligently to untangle this 
financial mess and to place the country's economic affairs on 

a sound financial footing. 


Pertamina owed nearly $10.5 billion, more than the GOI's total 
budget and nearly double the then existing government debt. the 
GOI managed to renegotiate some of the Pertamina contracts and 
transferred some projects to other entities. In this way it 
brought the total liabilities (foreign and domestic) down to 
slightly over $6 billion. This includes some $3 billion in lia- 
bilities for oil tanker charters and hire purchase contracts, 
most of which the GOI is contesting. To meet the foreign exchange 
component of the remaining debt (about $1.55 billion), the GOI 
drew down reserves and borrowed about $1 billion from interna- 
tional banking syndicates. 


The resourceful and disciplined handling of this financial crisis 
earned the GOI respect abroad and helped to restore confidence 

in the economy. Although considerable progress has been made. in 
restructuring the country's finances, it is nevertheless clear 
that the problems thrust upon the country by the Pertamina crisis 
will constrain growth and development and burden the economy for 
a number of years. 


SIGNIFICANT IMPROVEMENT IN BALANCE OF PAYMENTS: Indonesia's 
balance of payments which had been in surplus in the early 1970's 
occurred a net deficit of $9 million in 1974/75 and $364 million 
in 1975/76 primarily because of large capital payments on 
Pertamina's debts and unidentified capital outflows. This year, 
the government forecasts an overall surplus of $470 million and 
judging from statistics through the first half of the year 
(April-September), the projected surplus will probably be exceeded. 
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Improvement in the balance of payments reflects a recovery in 
non-oil exports, particularly timber and rubber, as both price 
and demand firmed up on the strength of recovery in the economies 
of Indonesia's principal markets, Japan and the U.S. Net oil 
receipts are also up, partly because of increased production but 
primarily because the government now takes a greater share of oil 
revenues as the result of a renegotiation of production contracts 
with the oil companies. Imports fell significantly through the 
first six months of 1976 largely because fertilizer imports were 
displaced by domestic production and because machinery imports 
returned to normal levels after unusually high imports in 1975. 

A slowing in business activity, some cutbacks in the government's 
development program, and an anti-smuggling campaign which has 
made "administrative" smuggling more difficult, also contributed 
to the decline. 


Improvement in Indonesia's balance of trade is reflected in its 
foreign reserves position. Reserves fell to about $442 million 
in September 1975, during the Pertamina crisis. They have since 
increased sharply and in late-November_1976 net reserves were 
estimated at $1.4 billion, very nearly their highest recorded 
level. 


FOREIGN ASSISTANCE INCREASES BUT DEBT SERVICE BECOMING TOUGHER: 
The Inter-Governmental Group on Indonesia (IGGI), a consortium 
of 14 donor countries and international development agencies, 
‘pledged development financing of over $1.1 billion for 1976/7, 
an increase of 22% over the previous year. Over half of this 
amount will come from the IBRD ($550 million) and the Asian 
Development Bank ($120 million). The U.S. will be the second 
largest individual donor nation this years contributing a total 
of $116.7 million of which PL 480 shipments will total $59.6 
million. In addition to the IGGI-sourced loans and grants, the 
GOL has negotiated loans totaling $280 million from Middle East 
and communist country sources. For its development program this 
year, the government will also draw on commercial and export 
credits of slightly over $1 billion. Over the next few years, 
however, commercial and export credit drawings will probably 
be held to around $800 million per annum. 


The government has already instituted controls to reduce 
reliance on these harder-term loans and these controls will 
become more stringent because of concern over the ratio 


*US FY 1976 
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of debt service payments to total export earnings. Repay- 

ment of the large loans (over $1 billion), negotiated to meet 
the Pertamina crisis, is expected to increase Indonesia's debt 
service ratio to nearly 20% in 1979. Although this debt service 
level traditionally makes foreign lenders anxious, close ob- 
servers of the Indonesian economy do not anticipate any serious 
financial problem although the pace of national development 
will be significantly reduced. 


GOVERNMENT MEASURES TO COUNTER INFLATION: Inflation, which has 
troubled the Indonesian economy since 1972, continues to be a 
problem with the annual rate through September 1976 running at 
nearly 20%, the same level recorded in 1975. By the end of the 
year, hovever, indications appeared that inflationary pressures 
were starting to ease. With Indonesian prices rising more 
rapidly than those of its neighbors, the rupiah, which has been 
pegged at 415 to the dollar since 1971, has tended to become 
overvalued. Since Indonesia's reserves are at a fairly comfortable 
level and export prices are relatively high, the rupiah does not 
appear to be under serious pressure at the moment, but this could 
change should oil production decline or export markets start to 
weaken. Even in the absence of either of these two developments, 
however, one cannot rule out the possibility of an exchange rate 
adjustment to correct longer-term distortions in the economy. 
Such an adjustment is unlikely to occur before the May 1977 
elections. 


Increases in the money supply and credit expansion, primarily to 
state-owned enterprises, have contributed strongly to inflationary 
pressures over the past few years. The government was virtually 
forced to rely upon monetary and credit expansion to meet the 
financial exigencies of the Pertamina crisis, even at the cost of 
price stability. Now that the immediate crisis has past, the 
government has given new emphasis to controlling inflation. Money 
supply through the first 11 months of CY 1976 increased 28%, 
somewhat below the 33% increase recorded in 1975. Credit to the 
private sector has been very tight for some time, although credit 
to state enterprises is still somewhat higher than desirable. 
Fiscal measures are also dampening inflationary pressures. 
Government expenditures have been cut back and receipts are 
greater than planned,with the budget in surplus. Despite some 
anticipated easing of spending controls during the period pre- 
ceding the May 1977 elections, the budget position at year-end 
should enable the goverrment to retire some of the credit ex- 
tended by Bank Indonesia during the Pertamina crisis. 
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OIL DEVELOPMENTS: Petroleum dominates the Indonesian economy, 
generating over 50% of the government's revenues and over 70% 

of total export earnings. During 1976 there was significant 
activity in this vital sector. The GOI reopened existing con- 
tracts with foreign oil companies and announced new profit 
sharing and cost recovery terms for companies operating under 
both contract of work and production-sharing arrangements. The 
new terms, considerably less advantageous for the companies, 
feature an 85/15 split on equity earnings and a new, extended 
depreciation schedule for recovering operating costs. During 
the negotiations between the GOI and the companies, the U.S. 
Internal Revenue Service issued a ruling which would disallow 

a foreign tax credit for the share of oil production retained by 
the Indonesian Government under the terms of production-sharing 
contracts with U.S. oil companies. The combination of the new 
production-sharing terms and the IRS tax decree created serious 
uncertainties regarding new investments which has resulted in 
the lowest level of oil exploration activity in over three years. 


Crude production, however, rebounded and reached an all-time high 
in 1976. For October 1976, output was 1.54 million b/d, a record 
level. Provided that the OPEC price split does not adversely © 
affect Indonesian oil markets, this trend should prevail at least 
through late 1977 when depressed drilling and exploration will 
begin to be felt. Observers are carefully watching to see if the 
oil companies will be induced to renew exploration activity. 


Pertamina made significant progress in resolving its debt profile 
and treamlining its organization. President Suharto named former 
Ministry of Finance Budget Director, Gen. Piet Haryono, as new 
Pertamina President Director on April 15, 1976. Pertamina has 
been plagued by payments problems on various tanker contracts; the 
GOI has indicated it will attempt to resolve these differences by 
negotiation or other legal means. 


The Indonesian and Japanese Governments concluded negotiations for 
a $372 million loan to finance cost over-runs on two LNG projects, 
A transportation and sales agreement involving Burmah Tankers, 
General Dynamics, Pertamina and five Japanese utility companies 
was also completed. 


RICE PRODUCTION FALLS BELOW TARGET: In 1976, production of rice, 
the major food crop, reached only 15.6 million tons, slightly 
more than the previous year but well below the target of 16.4 
million tons. The shortfall, attributed mainly to drought condi- 
tions and plant pests in central and east Java, the main producing 
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areas, necessitated the importation of 1.4 million metric tons this 
year to assure adequate supply and to build-up buffer stocks. The 
rice production set back was a particular disappointment to the 
government because expansion of the agricultural sector has high 
priority in the development plan and because specific programs 
(fertilizer and hybrid seed distribution, extension services) have 
been implemented to stimulate food production and end the nation's 
chronic food deficiency. 


Rubber, with approximately $500 million in export sales, is the 
major export crop followed by coffee and palm oil. Although rubber 
and coffee production has been stable, higher world prices have 

led to increased receipts, whereas receipts from palm oil declined 
in 1976 « 


Indonesia boasts some of the largest stands of tropical hardwoods 
in the world and forestry products are its fastest growing non-oil 
export, having grown at an average annual rate of 30% over the 
last five years. In 1976, timber exports increased by about 25%. 


In the non-oil mining sector, the most important single event 

was the issuance of a long-awaited decree setting forth the tax 
treatment and other terms for new mining investments. By breaking 
a legal logjam and providing a new framework, the decree should 
enable the government to reach agreements with several interested 
foreign mining companies. 


IMPLICATION FOR THE UNITED STATES 


U.S. EXPORTS INCREASE BUT PROSPECTS DISCOURAGING: U.S. exports 

to Indonesia through the first 10 months of 1976 were approximately 
30% ahead of the previous year. If this pace continues, total U.S. 
exports will exceed a billion dollars for the first time. Once 
again, machinery both electrical and non-electrical, was the most 
important category followed by commercial aircraft and parts, wheat 
and other grains, motor vehicles and cotton. 


U.S. imports from Indonesia are also about 30% over the previous 
year's level as Indonesia continued to expand its already large 
and favorable trade balance with the U.S. Crude petroleum with a 
value expected to exceed $2 billion will again be, by far, the 
largest single item. Indonesia now ranks third behind Saudi 
Arabia and Nigeria in total crude oil exports to the U.S. Rubber, 
coffee, tin and spices follow, in that order, as major U.S. 
imports from Indonesia, and all look as though they will increase 
in value terms over last year. 
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The strong growth in U.S. exports to Indonesia during the past 

few years may be difficult to sustain in the months ahead. The 
pipeline of products imported under EXIMBANK loans is starting to 
decline and the GOI, because of the debt burden incurred because 
of the Pertamina crisis, plans to cut-back, somewhat, its reliance 
on commercial and export credits. U.S. investment in Indonesia, 
always a helpful stimulant to U.S. exports, has declined and the 
GOI's tight credit policy with respect to the private sector, has 
slowed domestic business activity. Finally, import restrictions 
designed to protect domestic industries are being promulgated. 


U.S. suppliers, however, should not be discouraged by these uncer- 
tain and negative factors. The Indonesian market is potentially 

a large one and its medium term prospects for growth and develop- 
ment are favorable. Government purchases for a number of large 
projects will continue to keep import demand at fairly high levels. 
U.S. companies which penetrate this market now or which make the 
effort to consolidate and expand their existing positions in 
Indonesia have a reasonable chance for success. Product categories 
which have the highest potential for increased U.S. export sales 
appear to be: wood processing equipment; construction, mining 

and materials handling equipment; and electric power generating 
equipment ranging all the way from turnkey hydro-electric plants 
through diesel generator sets and including transformers, switchgear, 
meters and transmission systems. A good local agent and after- 
sales servicing and spare parts supply are, of course, key factors 
in a successful sales program in Indonesia. Also important are 
competitive financing arrangements as an effective counter to the 
traditional preference in the Indonesian market for low priced (but 
poor quality) eyuipment. Further information on the best commer- 
cial prospects in Indonesia for 1977 is available in Airgram A-179 
dated November 23, 1976. 


INVESTMENT PROSPECTS: The GOI encourages foreign investment, par- 
ticularly in those areas where capital, technical expertise and 
advanced management skills are not available internally. Foreign 
companies operate through joint ventures with Indonesian partners. 
The government guarantees the investor's right to repatriate capital 
and, in some instances, provides tax incentives. 


U.S. investment has been very important in the development of the 
Indonesian economy although little new investment has been added 

in the recent past. Investment has declined for a variety of 
reasons including the economic recession in the U.S., caution owing 
to uncertainties regarding future GOI requirements for Indonesian 
participation in joint ventures, the difficulties of doing business 
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in Indonesia, and because of a counter-reaction to the GOI-forced 
renegotiation of contracts with the oil companies, to mention the 
more prominent causes. In view of the decline in foreign invest- 
ment, policy level spokesmen, including President Suharto in his 
Independence Day speech August 17, have taken pains to stress 
Indonesia's need for and welcome of foreign investment. Thus far 
nothing tangible has resulted but some large investment projects 
are reportedly at an advanced stage of negotiation. 


MAJOR PROJECTS: The following is an update of previous reports. 

In addition, in October 1976 the Embassy revised its comprehensive 
major projects list, which shows over $21 billion of potential 
undertakings. The list, in addition to describing the project by 
name and estimated cost, also identifies the funding source, pro- 
jected agreement/contract date, status and the name and address 

for key contacts. Interested firms may obtain it by requesting 
report DIB 76-11-023 from the National Technical Information Service, 
Department of Commerce, P.O. Box 1553, Springfield, Va., 22151. 

The cost is $3.50. 


Of the 98-some projects in the major projects list the following 
appear to be among the most active where opportunities exist now 
for additional American involvement. The World Bank (IBRD) and 

the Asian Development Bank have over a $1 billion road improvement 
and development program. Current plans call for expansion of 
electric generating power from the present level of 1700 megawatts 
to over 3000 mw by 1980 through the development of additional 
electric power centers worth $925 million. The long-planned 
development of Batam Island near Singapore as a multipurpose trans- 
shipment and processing center is being implemented under a 
reorganized program. Active involvement of the private sector 

for this plan, which will cost $300 million, is invited. The new 
Jakarta International Airport at Tanggerang (estimated cost $450 
million) has been reactivated. The master plan has long been done 
but land has been recently purchased. The government is still 
seeking concessional financing for the project but interested firms 
are invited to bid as main contractors on a 20-year management con- 
tract basis. 


Additionally, Dow Chemical and Indonesia signed in November 1976 

a@ memorandum of agreement to negotiate the details of a $750 million 
ethylene plant in North Sumatra. Natural gas from Arun field, one 
of the world’s largest, will supply the feedstock. Royal Dutch 
Shell has reached agreement and commenced site investigation for 

a potential $1.2 billion investment in the coal industry in South 
Sumatra. Pacific NIKKEL, a $900 million nickel investment involving 
U.S. Steel and others, is at an advanced state of study. 
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